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What Taxes Lie Ahead? 


Neither Increased Taxes Nor Deficit Spending Will Solve Nation’s Fiscal Problem. 


by Joun W. HANES, Chairman, The Tax Foundation 


| ere future taxes is like forecasting the future of the H-bomb. No one can predict 
accurately the course of taxation for any extended period. At best, a few guesses might 
be made about the next six months or the next year, subject to the abrupt changes that are 


symptomatic of our hectic era. 


The most important fact in connection with taxes is that taxation can no longer be con- 
sidered by itself. Just as the future of the H-bomb depends on international decisions in high 


places, so also do future taxes depend on the 
level of expenditures proposed by the Admin- 
istration and, in final measure, fixed by 
Congress. 

What is more, these fiscal twins—taxes and 
expenditures—both depend on basic decisions on 
government’s role in the national economy—de- 
cisions on what may be called fiscal policy. 

Over-all fiscal policy can be good or bad. Per- 
haps an idea of the result of good fiscal policy 
can be given through an illustration—the case of 
our neighboring state, Canada. 

The government of Canada has reason to be 
proud that, almost alone among nations, it has 
reduced taxation. expenditures, and debt steadily 
since the end of World War I. Like her neighbor 
across the border, Canada operated at a deficit 
throughout the war. And, again like her neighbor, 
Canada ended the war with a huge national debt 
and all the other symptoms of fiscal misery. 

But here the parallel stops. After the war. 
Canada made a basic decision in fiscal policy; 
she determined to take the steps necessary to re- 
store fiscal health—firmly and without delay. As 
soon as hostilities ceased, Canada embarked on 
her program to put her fiscal house in order. 
Here are some of the results: 

Since 1947, annual budgets in Canada have 
shown a surplus each year. 

Since 1946, Canadian taxes have been decreasing 
steadily. Five post-war tax reductions saved 
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Canadian taxpayers well over a billion dollars, 
or about 43 per cent of Canada’s peak war 
revenues ($3 billion in 1946). In the same period, 
there have been only two tax cuts in the United 
States, equal to about 23 per cent of peak war 
revenues ($45 billion in 1945). 

And here is an important point in connection 
with the five tax decreases in Canada. Although 
the saving to Canadian taxpayers amounted to a 
billion dollars, actual tax revenues paid to the 
government fell only $400 million. In other words, 
a good fiscal policy typified by reduced taxation 
and spending has bolstered the Canadian economy 
to such an extent that lower tax rates produced 
$600 million more than might have been expected. 


Canada's Example 


In Canada’s careful fiscal program, government 
expenditures have dropped at a greater rate than 
revenues since the war period. From a high of 
$5.3 billion in 1944, expenditures have been re- 
duced by more than 50 per cent to an estimated 
$2.5 billion in 1950. 

And since 1946, annual surpluses totaling about 
$1.8 billion have been applied to reduction of 
Canada’s national debt. As a result, the Canadian 
national debt will have declined from a high of 
$13.4 billion in 1946 to an estimated $11.7 billion 
by March 31, this year. If the same debt retire- 
ment program undertaken by Canada in the past 
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four years had been put into effect in the United 
States, our public debt would now be about $25 
billion less than it is. 

The case of Canada illustrates that a particular 
level of taxation is, first, dependent on expendi- 
tures, and second, directly related to over-all 
policy. 

The Administration’s tax proposal to Congress 
contains three major items: 

First, reduce excise taxes by $655 million a year. 

Second, close certain so-called loopholes in 
present tax laws including: percentage depletion 


allowed oil and mining properties, abuse of tax 
exemption privileges, taxation of life insurance 


and resumption of deflation, might intervene in 
these unpredictable times, before Congress could 
act on the current tax proposals. 

In general, these tax proposals are pretty much 
what might be expected from the present Adminis- 
tration in an election year. Much political capital 
can be made of the reduction of excises. Similarly. 
no one can protest elimination of “loopholes,” 
if indeed that is what they are; the designation is 
well chosen semantically. 

And finally, the only important tax increase is 
applied to corporations and estates. Even here, 
however, there is a political refinement, an added 
sophistication. As a subsidiary proposal, the blow 
to corporations would be softened by a proposal 
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companies. These and other changes would raise 
an estimated $590 million of revenue. 

Third, provide another billion dollars in tax 
revenue by integrating estate and gift taxes, re- 
ducing present exemptions and revising rates, and 
by increasing corporate income taxes. 

At a guess, this is about the chances of these 
proposals: 

Congress may very well reduce excises to or 
near the pre-war level without replacing the lost 
revenues. 

Congress, despite this election year, might 
manage to plug one or two loopholes—particularly 
with respect to the taxation of life insurance com- 
panies and possibly the admitted abuse of the tax 
exemption provisions which, for example, finds 
New York University receiving untaxed profits 
from a macaroni factory. 

As a final guess, there will be no increase of 
a billion dollars in corporate income and inherit- 
ance taxes this year. 

These, it must be stressed, are guesses about 
what may be expected. Many things, including 
further deterioration of the international situation 
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to extend from two to five years the loss carry- 
forward in corporate returns with a one year 
carry-back. 

It is when the President’s tax package is related 
to the budget and to over-all fiscal policy that it is 
seen in true perspective. 

The bill for Federal services in fiscal 1951 comes 
to an estimated $42.4 billion. This is less than a 
billion dollars below the estimated cost for the 
current fiscal year ending in June. It is also $8.6 
billion higher than fiscal 1948 (33.8 billion), and 
the largest budget since fiscal 1946, which included 
a month and a half of actual shooting war. 


Exploding Some Myths 


The President expects revenue receipts to reach 
$37.3 billion at existing tax rates. This total is 
about half a billion under estimated receipts for 
this year. Thus the nation faces its third successive 
year of deficit financing, with the 1951 deficit 
amounting to $5.1 billion. 

In our present fiscal circumstances, the recom- 
mended increase of a billion in tax revenues be- 
comes hardly more than a gesture toward the 
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avowed purpose of balancing the budget eventually 
and reducing the debt eventually. Just enough to 
keep the franchise—politically. 

Nowhere do we find a realistic evaluation of the 
situation in the terms which enabled Canada to 
restore health to its war-stricken economy. Nowhere 
does there seem to be a realization that the answer 
lies not just in taxes, but in reduced Federal 
spending. 

Let’s look for a moment at Federal spending. 
Certain current myths about spending need to be 
exploded. 

Myth Number One—Entrenched spenders in 
Washington have been arguing with great vehe- 
mence that the sole cause of the country’s present 
fiscal plight is the cost of war—past, present, and 
future. There has been a repeated tendency in 
budget messages to emphasize how the budget is 
“dominated” by the necessity of paying for past 
wars and achieving peace in the future. The 
impression generally is given that other Federal 
expenditures are a mere drop in the bucket. 

That simply is not true. The fact is that non-war 
spending is far more than the entire budget before 
the war. Of even greater significance is the fact 
that the upward trend of Federal expenditures has 
been most pronounced in the non-war category. In 
fiscal 1947, non-war expenditures amounted to six 
billion 103 million dollars. The estimated total 
for 1951 is more than double that amount, or 12 
billion 478 million dollars. 

Myth Number Two—Much midnight oil is being 
burned to sell the idea that war-connected expendi- 
tures in the budget are somehow sacrosanct, that 
they should not be reduced for any reason whatso- 
ever. These expenditures—national defense, veter- 
ans services and benefits, interest on public debt 
and international affairs—amount to about $30 
billion in the budget for fiscal 1950, some 70 per 
cent of the total budget. If they are indeed un- 
touchable, the burden on the economy is evident. 

But with the exception of the interest on the 
debt, they are not inelastic. From many quarters 
have come estimates of the extent to which 
national defense expenditures could and should be 
cut. On December 29, 1949, Senator Connally 
mentioned $2 billion as a possible reduction in 
military funds. Senator Douglas has employed the 
same figure. And on December 8, 1949, Senator 
Byrd said the two billion dollar saving could be 
effected. 

Positive proof that defense costs can be cut is 
the outstanding success of Secretary of Defense 


Johnson in carrying out powers given to him by 
Congress on recommendation of the Hoover Com- 
mission. The Secretary accomplished a slash of 
more than a billion dollars in defense outlays this 
year from the original budget estimates. What is 
more important, he stated that the economies, 
including the release of thousands of civilian 
employees, were carried out without loss of mili- 
tary efficiency. 

Lastly must be considered the greatest fiscal 
myth of our era: the philosophy of deficit 
financing. And it is actually becoming a _philos- 
ophy, or as Dr. Nourse has called it, a “way of 
life.” 


At the minimum, deficit spending is merely post- 
poned taxation. But it is also a great deal more. 
Prolonged deficit spending, as in 19 of the last 21 
years, holds more immediate danger for us than 
any other domestic problem. 

A single year’s deficit does not make a crisis. 
Even a business or a family can have a bad year 
financially. But it was President Roosevelt who 
pointed out in 1932 that if a government “like a 
spendthrift, throws discretion to the winds, and 
is willing to make no sacrifice at all in spending; 
if it extends its taxing to the limit of the people’s 
power to pay and continues to pile up deficits, 
then it is on the road to bankruptcy.” 


Inflation as a Fiscal Policy 


The tragedy in a six-billion dollar deficit this 
fiscal year and the anticipated deficit of four or 
five billions next year is that deficits are becoming 
for the Federal government a way of life. 

And part and parcel of the myth that deficits 
are not important is the idea that the debt and the 
deficits somehow will take care of themselves. The 
President in a recent message to Congress implied 
that the country will some day grow up to the 
budget, that the national income will increase 
enough to raise tax yields and bring receipts into 
balance with expenditures. 

Expansion through a policy based on deficits is 
not growth. It is monetary inflation. And inflation, 
as has been demonstrated since the war, blows up 
the Federal budget as fast as it blows up tax 
yields. On that basis, there never will be a balanced 
budget. 

Even more ominous, however, is the present ad- 
mission that inflation has been adopted as a fiscal 
policy by the Federal government. The latest group 
of economic planners in Washington call it a 
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“managed inflation,” which is somewhat like 
speaking of a “managed atomic bomb.” 


This nation simply cannot afford to gamble with 
inflation—managed or otherwise. In accepting the 
false philosophy of deficit financing and its inevi- 
table corollary inflation, our Federal government 
is flirting with national bankruptcy and seriously 
jeopardizing the future of our people and the con- 
tinuance of our capitalistic system. . . . 


To sum up: 


There can be no predicting what taxes lie ahead, 
or even weighing of the present tax burden, except 
in relation to expenditures and over-all fiscal 
policy. Today, the number one fiscal problem of 
the Federal government is that it is living above 
its income; it is spending more than it is 
taking in. 

There are three ways to meet this problem: first, 
reduce spending; second, increase taxes; third, 
increase the national debt through deficit financing. 


It should be evident that neither increased taxes 
nor deficit spending will solve our fiscal problem. 
The only true solution is reduced spending— 
preferably through reduced government functions, 
but also through greater efficiency as recommended 
by the Hoover Commission. The reduction must be 
accompanied by a changed fiscal outlook at the top 
—a resumption of the idea that Federal fiscal 
policies should be designed to permit the American 
economy to grow naturally, not in an unhealthy 
hot house of inflation, not by piling up debt at a 
rate of nearly half a billion dollars a month. 


The problem is more than fiscal. As Senator 
Byrd has stated: 


“It is socialism which lies at the end of this 
rainbow and the predominating color in the spec- 
trum is the red of 19 Federal deficits in 21 years, 
including the one now proposed by the President 
in this time of peace and highest prosperity. When 
debt destroys confidence, insolvency sets in. Our 
private enterprise system cannot survive an insol- 
vent nation. The private enterprise system is funda- 
mental to our form of government, and without it 
democracy, as we know it, cannot exist. The alter- 
native is socialism.” 


Adding to this statement, I would say that the 
direct threat to our system is not in the economic 
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philosophy of communism or socialism as a whole. 
It needs no Gallup Poll to demonstrate that most 
Americans are against socialism and communism 
as such; they would never accept it—as so named. 


But we do accept—we are accepting—the equally 
fallacious notion that the government must spoon- 
feed every citizen in conformance to a distorted 
interpretation of our Constitution’s “general wel- 
fare” clause. Many Americans accept Big Govern- 
ment, its handouts, and the planned life that are 
some of the ingredients of socialism, without 
realizing what they are getting into. 

I believe that a new tide may be rising. Actually, 
it is scarcely more than a ripple as yet. Recently 
there was a change in the current in New Zealand. 
Another in Australia. And finally, in Britain itself. 


Public Education Needed 


Six months ago it could not have been said, but 
now I am convinced that Americans also are 
beginning to see that a handout state financed by 
inflation and deficits can lead only to complete 
regimentation and bankruptcy. Americans are 
beginning to realize that this nation shall not pre- 
serve its individual freedom by transferring to 
government decisions which should be made by 
the people themselves. This happy development 
should be invited and encouraged with every 
resource. 

If it is true, as I believe, that the “wave of 
the future” need not be socialism or some other 
negation of the individual spirit— 

If it is true, as I believe, that the desire to live 
one’s own life and make one’s own decisions is still 
an integral part of the American personality— 

If it is true, as I believe, that Americans stand 
ready to reinvigorate our economy by the applica- 
tion of sound fiscal and eeonomic principles— 

If these things are true, then it is up to us to 
carry out the difficult task of public education—to 
demonstrate faith in our republic and confidence 
in the essential thrift, integrity and intelligence of 
the American people. 

On decisions made by Americans in the next few 
months rests the future of the nation for genera- 
tions. And what those decisions are may be 
determined by our action—or lack of it. 














